GENERAL COUNSEL OF THE DEPARTMENT oF DEFENSE
1680C DEFENSE PENTAGON
WASHINGTON, b. C. 203011800

MAY 2 8 snnn

FEMERAL CoLMBEL

The Honorable 7. Dennis Hastert

Speaker of the House of Representatives
Washington, D.C. 20515

Dear Mr. Speaker:

The Department of Drefense proposes the enclosed draft bill. “Social Secnrity Military
Weage Cimlits.™ This proposal 1s part of the departmental legislative program for the Second
Session of the {06th Congress and we urge its enactment. The Office of Management and
Budget advises that there is no objeetion to the presentation of (his draft legislation te Congress,
and that its enactment would be in accord with the President’s program.

Furpose of the | ggtslation

The putpase of this legislation is to eliminate the Social Security Military Wage Credit
except for certain junior service members. [n 1937, military members were brought under the
Bocial Security System. Service members were subject to Federal Tnsurance Contributions Act
(FICA) taxes on their hasic pay only. Basic pay consliluies only about two-thirds of regular
military compensation, which includes the tax-frec allowances for housing and subsistence, or
the provision of these in-kind. To recognize the full value of military compensation for Social
Security purposes (i.c., FICA taxes), Congress granted gratwitous “wage credits,” to service
members of up to $ 1,200 per year. The “taxes” related to these wage credits are paid on their
behalf each year into the Social Security Trust Fund by the Department of Dilkmse.

Since only the highest 35 years of eamings are counted in detennming Social Security
benefits, most service members who do hot continue to retirernent {83 percent of service
members) would generally have 35 years of eamings without considering Military Service. Any
mihtary earnings that do count in the 33-vear period are modest compared to more rocent
camings and would have almost no influence in the caleulation of Social Security benefits,
Eliminating the military wage credit will allow these funds to be reapplied to other essential
military pay and retirement initiatives with minimal impact on a former service member's future
overall Social Security benefit, Wage credits, however, do provide a significant increase in
survivor and disability benefits for Junior members, The proposal would retain the credite for
theos individuals; L.e. tose enlisted service members who die or become disabled befare age 47.
The wage credit henefit, accordingly, is retained for any muitary member in a grade below E-6
and with fewer than six years of service when the benefit is payable for disability or 1o g
survivor.

Flimination of the roquircic 1o pay these wage credits will ensure that the

Department's pay and retirement package for our military personne] is tightly focused to achleve
the greatest benefit for these devoted members of our Armned Forces,



Cost and Budget Data

Elimimating military wage credits reduces annual outlays by approximately $320 mallion.
Protecting the disability and survivor benefit for junior members requires a supplemental
survivor/disability benefit (31 million annually).

The Administration first proposed this legislation as part of the FY 2000 President’s
Budget, and the Department realigned approximatcly S328 million annually to help finance
reinstatement of the full retirement benefit to our rmlitary personnel. The FY 2001 President's
Budget, which continues the enhanced military retirement benefit passed by the Congress last
year, is predicared on amending Lhe Social Seourily Act to sxutude wage cualdils,

Sincerely,

Douglas A. Dworkin
Acting General Counsel

Enclosure
As Stated



GENERAL COUNSEL OF THE DEFARTMENT OF DEFENSE
1800 DEFENSE PENTAGON
WASHINGTON, D C. 203011600

WAY 26 2603

GEMERAL COUMNSEL

The Honorable Al Gore

Presgident of the Senata

Washington, D.C. 20510

Dear Mr, President:

‘The Department of Nefense prapnces the enclosed draft bill, “Social Security Militar y
Wage Credits.” This proposal is part of the departmental legislative program for the Second
Session of the 106th Congress and we urge its enactment. The Office of Managemenl and
Budget advises that there is no objection to the presentation of this draft legislation to Congress,
and that its enactment would be in accord with the President's program.

Purpose of the Legislation

The purpose of this legislation is to eliminate the Social Security Military Wage Credit
except for certain junior service members. In 1957, military members were brought under the
Social Security System. Service members were subject to Federal Insurance Contributions Act
(FICA) taxes on their basic pay only. Basic pay constitutes only about two-thirds of regular
mibitary comnpensation, which includes the tax-free allowances far housing and subsistence, or
the provision of these in-kind. To recognize the full value of military compensation for Social
Security purposes (i.e., FICA taxcs), Congress granted gratuitous “wage credits,” to service
members of up to $1,200 per vear. The “taxes” related to these wage credits are paid on their
behalf cach year into the Social Sceurity Trust Fund by the Department ot Defense,

Since only the highest 35 years of eamings are counted in determining Social Security
benefits, most service members who do not continue to retitement (83 percent of service
merbers) would generally have 35 years of eamings without considering Mililury Service. Any
miilitary carnings that do count in the 35-vear poriod are modest corupared 1o more recent
eamings and would have almost no influence in the caleujation of Social Security benefirs.
Eliminating the military wage credit will allow these funds to be reapplied to other essential
military pay and retirement initiatives with minimal impact on a former service member's firture
overall Social Security benefit. Wage credits, however, do provide a significant increase in
survivor and disability benefits for juninr mamhere The propocal would retnin the credits for
these individuals; i.e. those enlisted service members who die or hecame disabled before age 47.
The wage credit benefit, accordingly, is retained for any military member in a grade below E-6
and with fewer than six years of service when the benefit is payable for disability or to &
survivor.

Elimination of the requirement to pay these wage credits will ensure that the
Drepartment’s pay and retirement package for our military personnel is tightly focused to achieve
the greatest benefit for these devoted members of our Armed Forces,

<o




Cost and Budget Data

Eliminating military wage credits reduges annual eutlays by approximately $320 million.
Protecting the disability and survivor benefit for junior members reguires a supplemental
survivor/disability benefit (31 million annually). '

The Admimstration tirst proposed this legislation as part of the FY 2000 President’s
Budget, and the Department realigned approximately 5320 mllion annually to help finance
reinstatement of the full retirement benefit to our military personnel. The FY 2001 President's

Budget, which continues the cnhanced military retirement benefit passed by the Congress last
vear, 18 predicared on amending the Social Seourity At w exclude wape ciodils,

meerely, t

Douglas A. Dworkin
Acting General Counsel

Enclosure
As Stated
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SFC. . SOCIAL SECURITY MILITARY WAGK CREIITS.

{a) TERMINATION OF AUTOMATIC, ACROSS-THE BOARD WAGE CREDITS.—{1)
TERMINATION OF WAGE CREDIT.—-Section 229(2)(2) of the Social Security Act (42 U.8.C.
428) ts amended by inserting “and before 20017 after 1977,

(2) TERMINATION OF ANNLUAL FUNDING AUTHORITY —Scction 229(b) of such Act
is amended in the first sentence by inserting “before 2001 after “each calendar ycar™,

{3) REQUIREMENT FOR FiNAL ACCOUNTING.—Section 229(b) of such Act is
amended by adding ai the end the following new paragraph:

“INot later than June 1, 2003, the Conimissivner of Social Security shall
determine whether and the extent, if any, to which amounts transferred to the Federal
Old-Age and Survivers Insurance Trust Fund and the Federu! Disability Insurance Trust
Fund under this subsection for fiscal years ending prior to January 1, 2001, were in
excess of or less than the amounts required 1o be 5o transferred. No later than 10 days
fullnﬁring the Comtnissioner’s determination, the Sewtetary of the Treasury shall transfer
from the general fund of the Treasury to the Federal Old-Age and Survivors Insurance
Trust Fund or the Federal Disability Insurance Trust F und, or from such Trust Fund to the
general fund of the Treasury, such amount or amounts (if any) that the Cornmissioner
determines to be appropriate,™.

{b) MILITARY WAGE CREDIT FoR SHORT-TERM FNTISTFD SFRVICE MEMDBERS
WHO DIE OR BECOME DISABLED BEFORE AGE 47.—Section 229 of such Act is amended

by adding at the end the following;
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(el For purposcs of determining entitlement to and the amount of any henefit
for any month, or entitlement to any lump-surn death payrent, pavable under this title on
the basis of the wages and self-cmployment income of any individual—

“(A) who is dead or under a disability (as defined in section 223(d)},

“{B) whose death or date of onset of such disability oceurred prior to the
individual’s attainmant nf age 47, and

“{C} who, prior to death or the date of onset of such disability, performed
fewer than 6 years service as a member of 2 uniformed service (as defined in
section 210{m}) that was included in the term ‘employment’ as defined in section

210{a) as a resuit of the provisions of section 210{1){1}(A)
thers shall be deemed to have been paid to such individual in cach calendar year
occurnng after 2000 in which such individual was paid wages for the service described in
subparagraph {C) at a basic pay grade below E-6, additional wages of $100 for each $300
of wages paud fur the service described in subparagraph (C), up to 2 maximum ot $1200
of additional wages for any calendar year.

“(2MA) Whenever the Commissioner computes the primary insurance amount of
an individual described in paragraph (1) for the purpose of determining the amount of a
monthiy benefit payable on the basis of such individual's wages and self-employment
income. the Commissioner shall additionally caleirlate, with respect to each calendar yoar
(not previcusly subject to a calculation under this subparagraph) in which additional

wages are deemed to have been paid to such individual (under paragraph 1)) that is also a
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erie(it compuration year {4s defined 1o sectton 215 (b¥2)(B)) used in the computation of
such primary insurance amount, the total of —
(1) the amounts that would have heen apptopriated to the Federal Qld-

Age and Survivors Insurance Trust Fund and the Federal Disability Insurance

Trust Fund under section 201 if such deemed additional wages had constituted

wages (as defined in certion 2121(a) of the Intermal Revonue Coda of 1980) fin

purposes of the taxes imposed by sections 3101 and 3111 of such Cude in such
calendar vear, and
i1} such additional amounts necessary to place such Trust Funds in the

position, as of the last day of the calendar year in which the Commissioner 5o

computes such individual’s primary insurance amount, as they would have been

in on such day had the amounts described in clause {i) been appropriated to such

Trust Funds under section 201 in 4 timely manner.

*(B) No later than July 1 of the year 2002 and each yvear thereatter, the
Commissioner shall notify the Secretary of the Treasury of the tolal, with respect to each
such Trust Fund, of all amounts caleulated by the Commissioner under subparagraph (A)
during the preceding calendar year. Within 30 days following notification by the
Commissioner, the Secretary of the Treasury shall transfer the amount so calculated with
respect o cach such Trust Fund to eneh Trorst Fund from ameonts in the genere! fund of
the Treasury not otherwise appropriated. Proper adjustment shall be made in amounts
required to be transferred with respect to any calendar year to the extent that the
{Commissioner determines, on the hasis of appropriate data, that amounts calculated and

3



transferred with respect (0 any earlier year were less tharn, or in excess of, the amount
required to be so caleulated and transferred.

*{3) The head of each uniformed service described in section 210¢m) shal] report
to the Commissioner, in such form and within such time frame as the Commissioner may
specity, such information as the Cominissioner may require for the purposs of carrying

vut his subsaction.”.



